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ABSTRACT 



The General Accounting Office examined the relationship 
between proprietary schools' performance and their reliance on funds provided 
under Title IV of the Higher Education Act. Data were collected through a 
confidential mail survey of schools from the five proprietary school 
accrediting agencies. Responses were obtained from 1,181 (77%) of the 1,543 

schools in the adjusted survey sample. The schools' reliance on Title IV 
funds and student outcomes were analyzed through correlation, regression, and 
limitations analyses. It was discovered that proprietary schools that relied 
more heavily on Title IV funds tended to have poorer student outcomes. On 
average, the higher a school's reliance on Title IV, the lower its students' 
completion and placement rates, and the higher its students' loan default 
rates. Although reliance on Title IV was a significant factor in explaining 
completion and default rates, it was not significant in explaining placement 
rates. It was concluded that requiring proprietary schools to obtain a higher 
percentage of their revenues from non-Title IV sources could save millions in 
default claims but might result in fewer low-income students being admitted 
to proprietary schools. (Appended are information on the study's objective, 
scope, and methodology and detailed results of the statistical analyses. 
Seventeen tables/figures are included.) (MN) 
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June 13, 1997 

The Honorable Christopher Shays 
Chairman, Subcommittee on Human Resources 
Committee on Government Reform and Oversight 
House of Representatives 

Dear Mr. Chairman: 

Under title IV of the Higher Education Act of 1965, as amended (hea), the 
federal government annually spends billions of dollars on various grant 
and loan programs to assist students seeking postsecondary education and 
training. 1 In the late 1980s and early 1990s, high student loan default rates 
attracted increased congressional attention. This attention focused in part 
on proprietary schools — private, for-profit institutions primarily offering 
vocational training — because their default rates were higher than those for 
nonprofit postsecondary institutions. For example, in fiscal year 1994, the 
average student loan cohort default rate 2 at proprietary schools was 21 
percent, compared with 14 and 7 percent at 2- and 4-year nonprofit 
colleges, respectively. Each percentage point of proprietary schools’ 
average default rate costs the government about $5 million annually. 3 

In response to problems in the proprietary sector, the Congress, in 1992, 
added a provision to the hea requiring that proprietary institutions obtain 
at least 15 percent of their revenues from sources other than title IV 
student financial aid programs; schools failing to meet the 15-percent 
threshold lose their title IV eligibility. The rationale behind this provision, 
known as the “85-15 rule,” is that schools providing a quality educational 
product should be able to attract a reasonable percentage of their 
revenues from sources other than title IV. Supporters of the provision said 
it was intended to “weed out” the “bad” proprietary schools. 

Given continued concerns about proprietary school performance, you 
asked us to explore the relationship between school performance and 
reliance on title IV funds in the proprietary school sector. To meet this 
objective, we performed a variety of statistical analyses using data from 



'Student financial aid programs authorized under title IV include Pell grants, Federal Family Education 
Loans (FFEL), Federal Direct Student Loans (FDSL), Perkins loans, and Supplemental Educational 
Opportunity Grants. 

2 The cohort default rate is measured as the percentage of students entering repayment on FFEL and 
FDSL loans in a fiscal year who default on their loan in that or the succeeding year. We refer to this as 
the “default rate.” 

3 This figure is based on 1992 data, the most recent available. 
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